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China and the CNOOC Bid for Unocal 



Summary 

The bid by the China National Offshore Oil Corporation (CNOOC) to acquire 
the U.S. energy company Unocal for $18.5 billion raised many issues with U.S. 
policymakers. Even though CNOOC ultimately withdrew its bid in the face of 
considerable opposition from some Members of Congress and other commentors, 
many economic, financial, and security issues are still to be resolved. 

The CNOOC bid came at a time when China had become the second largest 
consumer of petroleum in the world and, rather than being a net oil supplier to the 
world, had become heavily dependent on imports. This new strategic challenge for 
Beijing had apparently caused it to pursue a more secure energy supply. The 
CNOOC bid also coincided with a period of high oil prices caused partly by China’s 
increasing demand, growing uneasiness in the United States over the rise of China 
and the security and economic challenge it was presenting, the large bilateral trade 
deficit with China, and concerns about whether Beijing was playing by international 
trade rules — particularly giving insufficient protection to intellectual property rights 
and systematically holding down the value of its currency. 

CNOOC Ltd is a majority-owned subsidiary of CNOOC — one of three large 
state-owned Chinese petroleum companies. Unocal is a relatively small U.S. 
petroleum company (gross revenues of $8.2 billion in 2004) with assets primarily in 
the Gulf of Mexico and Southeast Asia. The combined CNOOC and Unocal oil 
production in 2004 amounted to 0.3% of domestic U.S. petroleum consumption. 
CNOOC would have followed BP (British owned), Shell (Dutch owned), and 
Venezuela’s state oil company in investing in U.S. petroleum assets. 

The question of whether the proposed acquisition would have posed a security 
threat to the United States ultimately would have been decided by the President after 
a review by the Committee on Foreign Investment in the United States (CFIUS). The 
policy debate centered on whether a company that is majority owned by China — a 
country some view as a potential military threat — should be allowed to acquire 
American assets that include vital energy supplies, dual use technology, or access to 
sensitive geographical locations. Would CFIUS give sufficient consideration to U.S . 
economic security? Should CFIUS be strengthened? Out of 1,500 transactions 
notified to CFIUS since 1988, it blocked only one. Other questions touched on 
whether blocking the bid would push the Chinese quest for secure oil supplies farther 
into countries such as Iran or the Sudan? Also, would blocking the bid affect 
Beijing’s approval for U.S. investments in China? Are American companies seeking 
to invest in China given equivalent opportunities in that market? 

The withdrawal of the bid by CNOOC stopped formal action against the 
proposed acquisition, but it left unanswered most of the questions raised by the bid. 
It is likely, moreover, that similar cases will arise in the future, such as the deal to 
allow the takeover of operations of certain U.S. ports by a United Arab Emirates 
company in 2006. China and other nations have large holdings of foreign exchange 
reserves and growing needs to recycle dollars back into the U.S. economy. This 
report will not be updated. 
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China and the CNOOC Bid for Unocal 

On June 23, 2005, the China National Offshore Oil Corporation (CNOOC) — 
through its Hong Kong subsidiary (CNOOC Ltd.) — announced an unsolicited bid 
to acquire the U.S. energy company Unocal for $18.5 billion in cash. This attempted 
acquisition raised several questions among U.S. policymakers. Even though CNOOC 
ultimately withdrew its bid in the face of considerable opposition from some 
Members of Congress and others, this episode raised certain economic, financial, and 
security issues that are yet to be resolved. (On August 10, 2005, Unocal stockholders 
voted to merge with and become a subsidiary of Chevron Corporation.) 



The report provides an overview 
and analysis of the CNOOC bid, U.S. 
interests, implications for U.S. energy 
security, U.S. investment in the PRC’s 
(People’s Republic of China’s) oil 
industry, the process for reviewing the 
security and other implications of 
foreign investment in the United States, 

Congressional activity, and a listing of 
unresolved issues. 

For many in Congress, the 
proposed acquisition raised a number of 
questions regarding three vital U.S. 
national interests. These are security 
(protection of life and property), 
prosperity (protection of economic well 
being and commerce), and value 
preservation (protection and projection 
of core values of democracy, freedom, 
human rights, etc.). 

With respect to the first vital 
interest of national security, the 
questions raised by the CNOOC bid 
were several. Should a company that is 
majority owned by a foreign 
government (directly or indirectly) be allowed to acquire American assets that could 
include vital energy supplies, dual use technology, or access to sensitive geographical 
locations? 1 This was particularly cogent in the case of CNOOC, since China is 



Time Line of The CNOOC Bid 

April 4, 2005 Chevron announces 
agreement to acquire Unocal for about 
$16.5 billion 

June 10 U.S. Federal Trade Commission 
gives Chevron acquisition antitrust 
approval 

June 23 CNOOC announces $18.5 billion 
bid for Unocal 

June 30 House passes H.Res. 344 
(Pombo) calling for a thorough CFIUS 
review 

June 30 House passes H.Amdt. 431 
(Kilpatrick) to appropriations bill (H.R. 
3058) prohibiting use of Treasury funds to 
approve sale of Unocal to CNOOC 
July 2 CNOOC files CFIUS notice 
July 20 Chevron raises its offer to about 
$17 billion with 40% cash 
August 2 CNOOC withdraws bid 
August 8. H.R. 6/P.L. 109-58 signed into 
law requiring a study of PRC energy 
needs and delaying CFIUS consideration 
of CNOOC bid 

August 10 Unocal votes to accept 
Chevron offer 



1 An example of this concern was expressed by Rep. Joe Barton, the Chair of the House 
Energy and Commerce Committee, who said that it is not in our “strategic interests to let a 

(continued...) 






